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Picking losers in Japan

Many aspects of the Japanese economy cause controversy among western
economists—but nearly everybody agrees that the country’s industrial policy

has been a success. Has it?

T IS an article of faith in Washington,

DC, these days that Japan’s use of in-
dustrial policy sets an example that Amer-
ica ought to follow. In the United States,
unlike Europe and Japan, governments
have tended not to rely on ambitious in-
dustrial strategies. Europe’s approach is
hardly to be emulated, you might think;
but Japan’s is. For the distinctive feature
of industrial policy in Japan, it is argued,
is that it was clever. Somehow, bureau-

crats there have avoided the pitfalls en- -

countered in many other countries: they
have picked and supported winners, not
losers. ‘
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other words, did Japan pick winners?
The four tools of industrial policy are:
¢ Cheap loans. The authors add up lend-
ing from the state-run Japan Develop-
ment Bank, and express this as a propor-
tion of all loans to each sector. This gives
the share of subsidised borrowing. Min-
ing is ranked first: 16% of loans to that sec-
tor were subsidised. Precision instru-

_ments are ranked 13th, with a subsidised
share of less than 1%.

the processed-food industry was most
protected, with an effective tariff of 45%.
On this measure, mining was least pre-
ferred, with an effective tariff of minus
21% (meaning that the domestic price was
lower than the international price).

¢ Tax reliefs. The authors calculated re-
ceipts of corporate taxes and divided
them by profits (ie, by taxable income).
The extent to which this ratio deviates
from the aggregate rate of tax gives a mea-
sure of the sector’s tax shelters. For the
third time, mining was ranked most-pre-
ferred. Pulp and paper were ranked 13th.

And the winneris . . .

The table shows the results of this num-
ber-crunching. Two conclusions emerge.
The first is that Japan’s pol-

Laura Tyson, now chair-
man of Bill Clinton’s Coun-
cil of Economic Advisers,
wrote in 1990 (along with
two co-authors) that “a key
feature of Japan’s-develop-
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ment strategy is the targeting

of industries on the basis of
their perceived potential for

economic growth and tech-
nological change.” Perhaps

this did not always work—
witness Japan’s problems

with high-definition televi-

instr

sion (see page 65)—but, judg-
ing by Japan’s growth over
the past 40 years, it has suc-
ceeded often enough.

A new study by Richard

Beason of the University of
Alberta and David Wein-

stein of Harvard University
suggests otherwise*. Much

of the support for the con-
ventional view is anecdotal.

And research on the subject,

such as it is, has looked at
particular industries, rather |
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icy was a mess.
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pared with another. In Japan, as else-
where, almost every industry has bene-
fited from some sort of subsidy or
protection. The question is whether the
industries that received the lion’s share of
preference were winners or losers.

For each of 13 sectors, between 1955
and 1990, the authors consider four sorts
of industrial policy. They rank the sectors,
from one to 13, according to the degree of
support received under each policy (one
means most assisted and 13 least). These
rankings are then compared with the sec-
tors’ growth rates. The question is whether
the most-helped sectors grew fastest—in

e Net transfers. Broadly, this means ex-
plicit subsidies less indirect taxes, calcu-
lated in real terms and divided by each
sector’s gross output. That measures a
shift of resources to or from the sector.
Mining is again ranked first, with a shift
equivalent to 4% of output to the sector.
Oil and coal are ranked 13th, with an out-
ward shift of 16%.

¢ Trade protection. This is based on an
earlier study’s estimates of the effective
rate of protection in each industry—ie, the
extent to which import tariffs and quotas
raise domestic prices, relative to the value-
added in each industry. Over the period,

ative correlation in every
case: minus 0.3 for cheap credit, minus 0.1
for transfers, minus 0.3 for trade protec-
tion and minus 0.6 for tax reliefs. In other
words, support was given on the whole to
slow-growth industries.

Much as in Europe, Japan’s clever
technocrats picked and supported losers.
That the economy succeeded for decades
is plain enough. But, on this evidence, in-
dustrial policy may well have hindered
rather than advanced the cause.

*“Growth, Economies of Scale, and Targeting in Japan
(1955-90).” Harvard Institute of Economic Research,
Discussion Paper 1644.
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